ABSTRACT
INTRODUCTION
India since globalisation has amplified the movement of funds globally as well as internally by introducing innovative financial products and occupying the 21 st place in most of Emerging Market Economies 1 (EMEs), which help a modern investor to get maximum returns through various challenges. One such challenge faced by domestic investors (eg. Mutual Fund-MF) is when they source funds locally and invest them in equities to increase the returns. On the other hand, foreign investors (FII) raise the fund across the globe and try to increase their Return on Investment. In this case the institutional investors play an iconic role in flaring the market of developing countries. The trade of Foreign Institutional Investors (FII) intensify not only the unpredictability in the investors' returns but also the movement of index while the investments of mutual funds have also regularly thrown surprises in the stock market.
This study considers the movement of MF and FII in relation to Indian stock market taking market movements into consideration over FII, MF and the Sensex returns. The purpose of this study is to know how Indian stock market index, in this case, the BSE Sensex responds to MF and FII investments.
The Pertinent Research Questions
This study has the objective to answer the following questions:- Which variable emerges out to be dependent or self-reliant among the three chosen measurements?
 What type of investment has what kind of relation with the selected measurement?
REVIEW OF LITERATURE
Domestic studies in the past have revealed that there has been a positive relation among FII & MF. Many other studies have found that FII investments depended upon the Indian market performance. Some more domestic studies have also concluded that investment of MFs does notaffect the investment pattern of FII in India.
The present study undertaken by the scholars found wide variation and gaps among the findings and results contravening the above conclusion and inferences. Thus the following review of literature is recorded under this study with fact finding objectives. Bodla & Kumar (2009) applied Granger Causality test and found that the net investment made by the foreign institutional investors in Indian stock market was proved as a casual force of market capitalization in the case of trading volume. The increased FII's investment led to increasing in trading volume.
A study (Bulsara, Dhingra, & Gandhi, 2015) on the flow of Foreign Institutional Investments and stock market returns found that FII increased remarkably from the 1990sonwards which led to increasing in forex reserve and higher value in Indian capital market. Here, the investment made by FII increased volatility. On applying Cross-Correlation Function (CCF) approach, Granger Causality Test and Vector Auto Regression after taking a Global financial crisis, the result observed that there was an interaction between FIIs and Nifty returns. Dandapani & Lawrence (2013) established that Indian stock market returns to net FI investments in India had both significant and incremental effect on the returns of Indian stocks. Further, the highinterest rate in India, strong dollar and high US inflation directed a decrease in the investments of FII. Garg & Mitra (2015) attempted to evaluate the investment pattern of FIIs' investments and the relation with Indian stock market returns. They concluded that FIIs created short-term volatility. FIIs' bought more than selling and was vulnerable in case of price efficiency.
When investment technology of foreign versus domestic investors is compared (Patnaik & Shah, 2013 ) with a focus on decomposing outcomes attributable to asset allocation and security selection, it displayed significant differences in exposure to systematic asset pricing factors between foreign and domestic investors. The results showed that foreign investors in India fare poorly at security selection, while domestic investors farewell.
An analysis (Ray, 2009) on the relationship between foreign institutional investment and stock returns in India (BSE) shows that equity returns caused FII flows into Indian markets but FII flows did not cause equity returns in the Indian stock market. FII investments may be inclined by the previous few days of trading returns and are also influenced by the next trading day's expected returns of the stock market.
On an investigation (Thiripal raju & Acharya, 2013) about the interaction between institutional investment and market return in Indian stock market, the empirical result showed that FIIs investment is positively related to the lagged market return whereas MFs investment is negatively related to it. Impulse response analysis confirms that impact of shock to market return is more lasting on institutional investment than the other way round. A sub-period analysis confirmed that relationship between FIIs flows and market return did not change significantly during the study period in comparison with MFs. Tripathi & Maggo (2015) applied impulse response analysis to estimate the short, as well as the long run relationship among the FII,flows in two markets. There waspositive and high correlation between FII flows in theequity market and in debt market of India. The analysis revealed that FII flows to debt market are significantly responsive to a shock in FII flows to equity market and vice-versa.
(Jangra, 2013) concluded that FII trading activity dampens the market volatility and DII exacerbates market volatility and found that the positive shocks in the trading will have more impact than the negative shocks. In thecase of DII trading, it has led to adisproportionate response in the stock market. Paramita Mukherjee, (2002) found that FII purchase and sales were dependent on the performance of India's equity market and they established that FII flows were highly auto-correlated. FII flows caused returns of domestic investors. Sehgal and Tripathi (2009) used herding method proposed by Lakonishok, Shleifer and Vishny evaluated that FIIs exhibit return-chasing behaviour when monthly data sets were used whereas daily investments of FII did not react to the market information instantly.
A study (Singh, 2014) explored that FIIs played a very important role in Indian stock market and FII injected liquidity and growth in stock markets but at the same time they also inoculated volatility in the stock market. Further concluded that investment of Mutual funds did not affect the investment pattern of FII in India, but the movement of Sensex affected the investment of FIIs. Sumanjeet and Paliwal (2010) observed that policy of the government, tax code and economic condition significantly affected the movement of the stock index.
Sundaram, (2009) conducted Granger Cointegration and Granger Causality testand found thatthere was no long-runrelationship among foreign exchange and FII. In thecase of Granger Causality, its was found to have unidirectional causality between them.
SOURCES OF DATA
The secondary data for the purpose of this scientific study were collected from the official websites of BSE, SEBI and NSDL and the variables were synchronised as suitable for the study.
Basic Data:
This study examines the effect of the institutional investment on BSE-Sensex. In this regard, Stock returns were measured using the daily closing prices of the stock index.
To calculate stock index returns:
Daily Rate of Return = Where ln Pt is the closing Index of the day, and Pt-1is the closing Index of previous day
Mutual Fund (MF) and Foreign Institutional Investors (FII):
In the case of MF and FII, daily Gross Purchases & Gross Sales were considered for the study. MF & FII values were gathered from SEBI. The Investments are expressed in Crores`.
The investment values are expressed by the natural log of Mutual Fund Gross Purchases, natural log of Gross Sales (MFGP_LN & MFGS_LN) and natural log value of Foreign Institutional Investments (FIIGP_LN &FIIGS_LN).Data sets are synchronised& ensured that the trading days of both time-series are matched. A period of 11 years starting from January 2004 to Dec 2015 was taken for the study. There is atotal of 2,969 observations representing all the trading days gathered and analysed using MS-excel &Review statistical package.
RESEARCH OBJECTIVE AND METHODOLOGY:
4.1 Research objective i. To determine the relationship between FII and MF investments and the Sensex returns. ii. To find whether FII or MF investments drive the Indian stock market.
Methodology
This study examines the effective power of three variables such as Sensex return values, logged investments of FII and logged investments of Mutual Fund. At the point of beginning of this study, BSE Sensex index was chosen to be a dependent variable and the logged investments of FII, as well as the logged investments of Mutual Fund, were taken as predictor variables.
Stationary Test &Unit root
Stationary of a series is a stochastic process and plays a vital role in time series, as it influences ordinary least square and generates spurious regression. It is a process of checking mean& variance over a period of time and if mean and variance of a series are constant over a period of time then the variables become stationary and hence ready for further statistical test and model building.
The Unit Root presence is tested through the Phillips-Perron test
The hypothesis for this test is
i.e. time series is non-stationary
i.e. time series is stationary
4.22Vector Auto Regression
VAR model is composed of a system of regressions in which the dependent variables are expressed as a function of their own and each other's lagged values and possibly some other control variables (Enders, 2004) . This methodology has proven especially useful for forecasting systems of interrelated time-series variables when the exact theoretical nature of the relationship is dull-witted. The attractive feature of VAR analysis that allows each variable in the system to be treated symmetrically is applicable under this study too. A general unrestricted pa th -order Gaussian VAR (p) model can be represented as:
y is a vector of variables, c is a
 is a vector of uncorrelated structural shocks.
4.23Lag Length VAR (p)
As a successful model depends on a right number of lags, too many lags included make the model less effective and the estimators inefficient. Hence the essentiality to define a comprehensive model herein adopted the VAR model. In this study, lag length was considered on the basis of Akaike Information Criterion (AIC).
Impulse response function
Impulse response serves as an important function, which allows to trace the path, time and impact of an innovation in one variable on all other variables included in VAR model. A change in error term will change the future value of other variables. These innovations (i.e. errors) are usually correlated. In this study, innovations were checked for LM correlation test, which is statistically significant and Cholesky decomposition method has been used. The table represents average returns, investments and variation of the three variables. Sensex returns have decreased after the break date (03-08-2009), average gross purchases and sales of FII and MF had increased. Skewness and Kurtosis explain about symmetry and shape of the above distribution, the skewness is along tail to the left; the values are negativelyskewed; however natural log of FIIGross Purchases is along tail to the right and are positively skewed. In the case of kurtosis, variables are greater than 3, which demonstrate its response from the impacts of any latest information to the stock market. Jarque-Bera's p-value is far smaller than the significance level, so it doesn't conform to the normal distribution. The study aims at finding Variance Decomposition of each variable for about 10 days based on Cholesky Scale. As per table-6, during 02-01-2004 and 31-07-2009, FII Gross Purchases was selfreliant to a large extent (54 percent)for purchases however it still depended on Mutual Fund Gross Purchases to a fair extent (38 percent). Whereas Mutual Fund Gross Purchases was almost selfdependent (97 percent) but depended to a feeble extent on other variables (3 percent). Nearly a half of Mutual Fund Gross Sales was effected by its own Purchases (48 percent) and almost another half by its own Sales (47 percent). It depended least on FII Purchases (2.47 percent). More than a third of FII Gross Sales are caused by MF Gross Purchases (38 percent); nearly another third of the Sales were caused by FII Gross Purchases (31 percent), self-dependent to a fair extent (27 percent) and least on remaining variables (4 percent). In the case of Sensex Returns are largely affected (87 percent) by its movement; another variable such as FII Gross Sales (6 percent), MF Gross Sales (5 percent),but least dependent on remaining variables (2 percent).
EMPIRICAL RESULTS

5.1Unit root test
Correlation analysis
Between 03-08-2009 & 31-12-2015 , Variance Decomposition for MF Gross Sales shows that it largely depended on itself (95 Percent) and very little relied on FII Gross Purchase (3 Percent), and very meagrely on other variables (2 Percent).In the case of MF Gross Purchases, more than half of it got effected by MF Gross Sales (53 Percent), it was self-reliant to nearly half of it (42Percent)and got least effected by other variables (5 Percent). On the other hand, FII Gross Sales depended upon itself to a large extent (85 Percent),got effected a bit by MF Gross Sales (8 Percent), by MF Gross Purchases upto5% and by FII Gross Purchases -1%, also by Sensex Returns upto 1%. More than half of FII Gross Purchases got effected by FII Gross Sales (57 Percent), it was self-dependent to nearly a third of itself (29 Percent), by MF Gross Sales upto10%, by MF Gross Purchase -3%, Sensex Returns-1%.In the case of Sensex returns, it was almost self-reliant (84 Percent), a quarter of it got effected by FII Gross Purchase (13 Percent), and by other variables upto 3%. Response of SENSEXRT to FIIGP_LN 
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The Impulse Response Function for the period between 02-01-2004 to 31-07-2009 shows that when there was a decrease in Sensex Returns, it did not evoke any favourable response from both the investors of MF and FII to either sell or purchase the securities. But, when there was a change in FII Purchases, Sensex Returns increased for quite a while, also correspondingly MF responded mildly by selling. Also, change in MF Purchases tended to change in purchases by foreign institutions thereby Sensex Returns did not react. It is to observe that any change in MF Sales had resulted in the purchase by foreign investors thereby creating volatility in Sensex Returns. However, when there is a change in FII Sales, it has led to negative Sensex returns and MF were inactive.
During 03-08-2009 to 31-12-2015, however, a decrease in Sensex Returns led to MF purchases. When FII indulged in Purchases, MF Sales did not respond even though the status of Sensex Returns remained the same. The market has recovered as Sensex returns reacted positively towards MF purchases and there was also a corresponding change in FII purchases. MF investors were not keen on participating in the market but FII showed interest in investing in Indian markets rather than selling their investments. However, immediate sales of FII is observed however not over along period.
FINDINGS
To make an empirical model effective, it is pertinent that stability of the variable is checked. In this study, it was found that there was a break in the data (as per Bia-Perron Test) due to an economic slowdown across the globe once during the period chosen for the study. Hence the variables were divided into two groups for the analysis.
Average Sales and Purchases of FII and MF got increased (during 2009-2015) . But Sensex Returns decreased during this time. Mutual Fund and FII Purchases and Sales earlier had a positive relation amongst themselves but later the relation decreased however remained positive. MFGP and FIGS had a negative relation with Sensex Returns right from the beginning until the end of measurement in this study.
In the beginning, Sensex Returns was self-reliant (87%) for its performance in the market during the period taken for the study and later its reliance on itself fell marginally (84%). Mutual Fund Gross Sales were not much self-reliant before (47%) but became almost self-reliant later (95%). MF Gross Purchases were earlier very self-reliant (97%) but later was caused by other variables (42%). FII Gross Sales during the earlier period of study was considerably effected by MF Gross Purchases (38%) but later managed to be self-reliant (85%). FII Gross Purchases was initially effected by MF Gross Purchases (38%) and later was majorly effected by FII Gross Sales (57%).
In the earlier period under this study, to begin with, Sensex Returns appeared stable. But soon due to considerable selling activities of Foreign Institutional Investors, there was a perceived variation in Sensex Returns and soon declined notably. While such a decline continued, the scenario benefitted Mutual Fund and Foreign Institutional Investors to invest in the market.
CONCLUSION
On observing the behaviour of the market variables, Indian investors seem to be not proactive in playing in the market when Mutual Fund interacts with the market, but when FII interacts with the market, investors are keen on the behaviour of the market.
When there is a slow-down in the economy, the market returns and the activities of Mutual Fund or Foreign Institutional Investors will reduce and while in the recovery process of the economy, their purchasing activity shall increase.
It is observable from the study that Mutual Fund and FII share a fair amount of good relation among themselves. Any variation in this relation may cause volatility in the market.
It is well known now that Indian stock market is driven by more of outsiders, i.e., Foreign Investors rather than domestic investors, i.e., Mutual Fund. It is high time, the government takes some initiatives to improve domestic investments so that market stability can be restored.
